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Simplification of Income Tax Law 
and Its Administration 


By Rosert BucHANAN? 
(San Francisco Office) 


Ata session of the American Min- 
ing Congress at Los Angeles in 
October last, which was devoted to 
tax problems, Mr. E. C. Alvord, 
counsel to the American Mining 
Congress, was one of the speakers. 
For many years he was in the Gen- 
eral Counsel’s office of the Bureau of 
Internal Revenue. He said of the 
1938 Revenue Act: 

“No one understands it, not even 
the Treasury Department.” 


The Income Tax Law 


Taxpayers for the past 20 years 
have been pleading for a simplified 
income tax law. In the 10 income 
tax laws that have been enacted 
within that period of 20 years we 
find greater and greater complexi- 
ties. The Revenue Act of 1938 
covers 115 printed pages. The 1917 
Act covered 38 pages. Since tax 


*An address delivered by Mr. Buchanan, 
who is both a certified public accountant 
and a member of the bar, at a joint meet- 
ing of the Washington Society of Certi- 
fied Public Accountants and the Seattle 
Bar Association on December 9, 1938. 


legislation represents a compromise 
of many conflicting forces, it would 
seem that it is just not possible to 
enact a simplified income tax law. 


Reliance Cannot Be Had ona Literal 
Reading of the Statute 


Where the statute is plain, one 
ordinarily should feel safe in fol- 
lowing it. But the U. S. Supreme 
Court in the famous Gregory case? 
has read into the statute a new re- 
quirement, i.e., that a “reorganiza- 
tion,’ for example, must have a 
“business purpose,’ and not be 
merely a device to reduce taxes. 

In commenting on this decision, 
one of the leading textwriters says® 


The Court held that the transaction in 
question was merely an elaborate and 
devious form of conveyance masquerad- 
ing as a corporate reorganization. The 
Court suggests agreement with the gen- 
eral principle that the taxpayer has the 
right to decrease his taxes by legal means, 


* Gregory v. Helvering, 293 U. S. 465. 
* Law of Federal Income Taxation, Paul 
and Mertens, 1937 Supp., p. 53. 
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and that the character of the proceeding 
must be determined by what actually oc- 
curred. In that connection it suggests 
that an analysis of the character of the 
proceeding justifies the following de- 
scription : 


“Simply an operation having no 
business or corporate purpose—a mere 
device which put on the form of a cor- 
porate reorganization as a disguise for 
concealing its real character, and the 
sole object and accomplishment of 
which was the consummation of a pre- 
conceived plan, not to reorganize a 
business or any part of a business, but 
to transfer a parcel of corporate 
shares to the petitioner. No doubt, a 
new and valid corporation was created. 
But that corporation was nothing 
more than a contrivance to the end last 
described. It was brought into exist- 
ence for no other purpose; it per- 
formed, as it was intended from the 
beginning it should perform, no other 
function. When that limited function 
had been exercised, it immediately was 
put to death.” 


It is also suggested by the Court that 
to describe this transaction as a reorgani- 
zation under the meaning of the statutory 
definition would be “to exalt artifice 
above reality and to deprive the statutory 
provision in question of all serious pur- 
pose.” 


Obviously, there may be many 
border-line cases where it would be 
difficult to prove that the primary 
motive inducing the reorganization 
was a “business purpose” and not 
tax reduction. Particularly is this 
true in the case of closely held cor- 
porations where a public offering of 
the securities does not have to be 
made. 

Another revolutionary tax deci- 


sion of the U. S. Supreme Court* 
was handed down on March 28, 
1938, which reversed both lower 
courts. In that case the taxpayer 
corporation, in a statutory reorgan- 
ization, transferred its assets to the 
Borden Company in exchange for 
Borden stock, which, on the basis of 
its high market value, would have 
shown a large profit to the trans- 
feror. The Borden Company also 
assumed some $500,000 of bonds of 
the transferor company and later 
paid them off. The court, in effect, 
held that the transferor had con- 
structively received in cash this 
$500,000 because it was thus bene- 
fited by the discharge of its indebted- 
ness. 

Even before the U. S. Supreme 
Court’s decision in the Hendler case, 
some attorneys were apprehensive 
of it, and insisted that in such cases 
the transferor corporation pay off all 
its liabilities before transferring its 
assets to the transferee in exchange 
for securities of the latter company. 
There is no limit to the implications 
of “constructive receipt” of income, 
except perhaps the imaginative in- 
genuity of zealous revenue agents. 

Another decision running counter 
to generally accepted principles is 
that rendered by the Board of Tax 
Appeals on October 25.° In that 
case a corporation had only com- 
mon stock outstanding and declared 


*U. S. v. Hendler, 303 U. S. 564, rehear- 
ing denied, 58 S. Ct. 940. 

5 Frank J. and Hubert Kelly Trust v. 
Commissioner, Docket No. 92946. 
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a stock dividend thereon payable in 
preferred. The taxpayer’s counsel 
contended that the interest of the 
stockholders was the same after the 
stock dividend was declared as be- 
fore and that there was no change in 
the proportionate interest. This has 
been the general opinion of account- 
ants and many lawyers. However, 
the Board held otherwise, stating 
that there was a change because the 
preferred stock was nonvoting, 
cumulative as to dividends, preferred 
on dissolution, and that these 
changed the interest of the share- 
holders; and also because a court 
would interfere in a proper case with 
the discretion of the directors as to 
payment of dividends on the pre- 
ferred, whereas it would not inter- 
fere with their discretion in the pay- 
ment of dividends on common stock. 
It held that such a stock dividend is 
income. 

Such a decision, if upheld, would 
also seem to be applicable under the 
undistributed profits tax law which 
allows a corporation to deduct divi- 
dends which are taxable in the hands 
of its shareholders. 

This case was followed by H. F. 
Asmussen v. Commissioner, Memo. 
B.T.A., 10/27/38; P-H 1938 Tax 
Service, para. 6.584. Also in the 
Asmussen case the taxpayer con- 
tended the transaction was not a 
stock dividend, but a “recapitaliza- 
tion,” under which a portion of the 
cost of the old common stock should 
be allocated to the new preferred 
stock. The Board rejected this con- 


tention, holding the transaction was 
a stock dividend. 


Reliance on Litigation in the Courts 


We can pass from these compli- 
cated “reorganization” questions to 
one of what at first blush would seem 
to be the simplest of accounting and 
tax problems, that is, deduction for 
a bad debt. Yet in numerous cases 
the courts sustain the Treasury in 
its holding that the taxpayer should 
have written off the debt either in an 
earlier year or a later year, usually 
when it is of no benefit to him or 
after the statute of limitations has 
run. 

An illustration of how the tax- 
payer can be caught by a technicality 
in the administration of the law pro- 
vision relating to bad debts is found 
in a case decided January 6, 1936.® 
In that case the taxpayer loaned 
$650,000 on mortgage on Florida 
real estate. In June, 1927, the tax- 
payer knew that a large part of its 
loan was uncollectible and its Board 
of Directors passed a resolution au- 
thorizing foreclosure of the mort- 
gage. However, it appeared that 
foreclosure could not be accom- 
plished before the end of 1927 and 
the taxpayer, under a mistake of 
law, believed that the loss could not 
be taken in 1927 for that reason. It 
claimed a loss in 1929 but later it 
filed an amended return for 1927 and 

* Peerless Oil & Gas Co. v. Heiner, 81 
Fed. (2d) 391, affirming 12 Federal 


Suppl. 232, certiorari denied 299 U. S. 545, 
rehearing denied 299 U. S. 620. 
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a claim for refund for that year. 
The court in denying the taxpayer’s 
right to deduct the loss in 1927 said: 


While the loss was really realized in 
1927, the taxpayer by reason of its own 
mistaken understanding of the law, 
failed to properly charge off the loss 
for that year; ... It is true that the tax- 
payer failed only to comply with the 
requirement of the statute, to wit, that 
the debt be charged off within the taxable 
year on its books, but that is the require- 
ment of the law and, as provided in 
Treasury regulations, the taxpayer must 
make every reasonable effort to ascertain 
the facts necessary to make a correct 
return for the taxable year. The re- 
quirement of the statute should be fol- 
lowed to assure the orderly and speedy 
determination of these tax matters, which 
the Congress intended to be so done 
finally in the course of every calendar 
year. 


Similar principles have been ap- 
plied to claims for partial worthless- 
ness of a debt. In a case decided in 
the U. S. District Court, Southern 
District of California, in 1937," the 
taxpayer corporation owned $2,500,- 
000 bonds of a railway subsidiary, 
which hauled lumber for a second 
subsidiary. The taxpayer contended 
that a partial worthlessness of the 
bonds was disclosed by a survey in 
1927 of the lands of the timber com- 
pany, the railway’s chief customer, 
which showed insufficient available 
timber for continued successful 
operation. The court held, how- 
ever, that the taxpayer had failed to 
make a charge-off on its books, that 
this charge-off was required by the 
* Santa Monica Park Co. v. U. S. 


statute, and hence decided in favor 
of the Government. 

The court in that case also de- 
veloped the surprising doctrine that 
the Federal District Court does not 
try the case de novo, saying : 


. . . In reviewing a Commissioner’s 
decision upon a claim of deduction of 
this character, while we hear testimony, 
we do not, strictly speaking, hold a trial 
de novo. As in the case of other admin- 
istrative tribunals, we sit as a reviewing 
court seeking to determine not whether 
the taxpayer’s claim should be granted, 
but whether its denial was capricious or 
arbitrary. Tracy v. Commissioner, supra; 
Clark v. Commissioner, C. C. A. 3, 1936, 
85 F. (2d) 622. Our aim being to in- 
dicate our conclusions only, we shall not 
review in detail the facts presented on 
the trial of this cause, most of which 
were also before the Commissioner. I 
am frank to say that had the matter been 
before me, in the first instance, as a trial 
court, with the right to determine it upon 
the basis of the preponderance or weight 
of the evidence, I might have held that 
it would warrant the conclusion that the 
taxpayer had ascertained the partial 
worthlessness of the bonds in 1927, so 
as to entitle him to a deduction. 

But this would not warrant a finding 
in favor of the plaintiff in this action. 
See: Tracy v. Commissioner, supra; 
Clark v. Commissioner, supra. We have 
no right to reverse the Commissioner 
because our conclusion upon the facts 
might be different from his. If we did, 
we would be exercising supervisory 
powers over the Commissioner, which we 
do not have. We can overturn his de- 
cision on facts only upon a showing that 
it is arbitrary or without foundation in 
law. 

We think the Commissioner inter- 
preted the law correctly when he held 
that under the Revenue Act of 1926, both 
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(1) an ascertainment of the debt and (2) 
a charge-off within the taxable year are 
necessary to the allowance of the de- 
duction. These two conditions precedent 
applied alike to all deductions for bad 
debts, whether whole or partial. .. . 
Pacific National Bank of Seattle v. 
Commissioner, C. C. A. 9, 1937, decided 
on June 21, 1937. 


A tax of $148,000 was involved. 
The taxpayer appealed to the Ninth 
Circuit Court of Appeals, that is, the 
circuit in which Seattle also is lo- 
cated. That court affirmed the Dis- 
trict Court on October 31, 1938. On 
appeal the taxpayer pointed out that 
with respect to debts only partially 
worthless (not bad in toto) the 1926 
law, Sec. 234 (a), provided: 


. and when satisfied that a debt is 
recoverable only in part, the Commis- 
sioner may allow such debt to be charged 
off in part. (Italics supplied.) 


The Circuit Court said: 


However, it is the contention of the 
appellant that where the taxpayer is 
seeking a deduction for a _ partially 
worthless debt, a charge-off is not a nec- 
essary condition precedent to the allow- 
ance of such a deduction. Its argument 
is that under the law the Commissioner 
must be “satisfied that the debt is re- 
coverable only in part” and that when 
he is so “satisfied” he “may allow such 
debt to be charged off in part ;” that this 
indicates that the charge-off should be 
deferred until the matter has been pre- 
sented to the Commissioner. In support 
of this contention, appellant cites Com- 
missioner v. Liberty Bank & Trust Co., 
59 F. (2d) 320 (C.C.A. 6, 1932). ... 

The Liberty Bank case, supra, sup- 
ports appellant’s position. In that case 
the court held that section 234 (a) (5) 


(of the Revenue Act of 1921) deals with 
two classes of debts, those wholly worth- 
less and those recoverable only in part; 
that the allowance of a deduction as to 
each class depends on the performance of 
a precedent act or acts; that in dealing 
with partially worthless debts the prece- 
dent act must be performed by the Com- 
missioner, that until he is “satisfied” 
there can be no charge-off ; that the tax- 
payer being under no duty to make the 
charge-off until the Commissioner per- 
mits it to be done, it is sufficient to give 
the taxpayer a right to have the Com- 
missioner’s ruling reviewed that his 
claim to a charge-off was made and re- 
jected. 


The Circuit Court also noted that 
the General Counsel of the Bureau of 
Internal Revenue had held that the 
Liberty Bank case should be fol- 
lowed, saying: 

The charge-off in such a case, being 


a technical requirement, may be made 
after the taxable year.’ 


But the Circuit Court concludes : 


We are unable to accept as correct the 
interpretation put on the sections dealing 
with partially worthless debts as found 
in the Revenue Acts of 1921, 1924, 1926, 
and 1928 by the Circuit Court of Appeals 
for the Sixth Circuit in the Liberty Bank 
case, supra. There is no authority in 
the legislative history of the 1921 Act 
for the construction adopted by the 
court in that case. The history simply 
shows that Congress thought that par- 
tially worthless debts should be deduct- 
ible. (Citing Report of the Committee 
on Ways & Means, 67th Cong., Ist. Sess., 
House Reports No. 350, p. 11.) As 
pointed out in Paul and Mertens, Law 
of Federal Income Taxation (1934), 
Vol. 3, sec. 28.36, p. 427, in commenting 
on the “ingenious” argument advanced 


*G.C.M. 13114, C.B. XIII-1, p. 116. 
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wy the taxpayer in the Liberty Bank case, 

. It seems quite improbable that it 
was s the intention of Congress to compel 
taxpayers to consult the Commissioner 
and receive his authorization as a con- 
dition precedent to the charge-off of such 
debts. Under a fair interpretation of the 
Act, taxpayers may deduct partially 
worthless debts which are both ascer- 
tained to be worthless and charged off 
within the taxable year. It is then for 
the Commissioner, if he is not satisfied 
that the debt is partially worthless, to 
disallow the deduction; the Commis- 
sioner’s act is not in the nature of a 
condition precedent to the right to charge 
off, but is in the nature of a condition 
subsequent which operates to cut off the 
right to such a deduction. Any other 
interpretation would result in an admin- 
istrative confusion hardly contemplated 
by Congress.” 


It is interesting to note, however, 
that under Section 801 of the 
Revenue Act of 1938, by means of a 
closing agreement, the taxpayer can 
now do the very thing outlawed in 
the above case, that is, agree in ad- 
vance with the Commissioner as to 
his liability for taxes in connection 
with a specific transaction or item. 

In view of the conflict between the 
Sixth and Ninth Circuit Courts of 
Appeal, the Santa Monica case will 
probably go to the U. S. Supreme 
Court ; an expensive proceeding for 
the taxpayer as well as for the Gov- 
ernment. 

Probably no criticism of the court 
is warranted in the two foregoing 
cases because the courts feel, and un- 
doubtedly correctly so, that they 
must follow the statutes rather 
strictly. However, as a practical 





matter, if a taxpayer has actually 
realized a loss in 1927, it is clear 
that he should not as a matter of 
equity be denied the right to deduct 
it from income in that year simply 
because he has failed to make a book 
entry. It must be remembered also 
that the Circuit Court of Appeals in 
the Peerless case, supra, said it was 
limited to determining whether or 
not the Commissioner had abused 
his discretion given him by the 
statutes. It seems in this case that 
the Commissioner in his discretion 
could just as well have allowed the 
loss in 1927. 

Merely by glancing through the 
Board of Tax Appeals reports and 
the Federal Reporter, it can be seen 
that in tax cases the decisions are 
overwhelmingly in favor of the Gov- 
ernment. From the reading of many 
of these decisions, it is also apparent 
that one of the principal reasons is 
that the burden of proof is on the 
taxpayer. In many cases years have 
elapsed since the events at issue took 
place, witnesses are not available or, 
if they are, their recollection is ob- 
scure as to complicated financial 
transactions and, where there are 
records, in many cases they are frag- 
mentary and do not tell the whole 
story. 

It is obvious, therefore, that it is 
to the interest of the taxpayer to have 
his tax liability determined as soon 
as possible while the facts are fresh 
in mind, witnesses are available, and 
records can be clarified and made 
complete. 
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Administration 
Taking a leaf out of the book of 
experience of the British, it seems, 
the Treasury Department put into 
effect two major changes in admin- 
istration, i.e., (1) decentralization, 
and (2) delegation of authority. 


Decentralization 


This has been accomplished, in 
effect, by moving Washington, 
D. C., out into the field. Instead of 
attempting to deal with taxpayers 
by correspondence, e.g., in Seattle, 
3,000 miles away, the Treasury De- 
partment has established a branch of 
its Technical Staff in Seattle, also 
branches in Portland, San Francisco, 
and Los Angeles on the Pacific 
Coast, and in a number of other 
cities throughout the nation. In 
these offices it has placed some of its 
best men, lawyers, accountants, and 
engineers, with a view to effecting 
prompt settlement of income tax 
cases before attempting to litigate 
them before the Board of Tax Ap- 
peals and the courts. 

The procedure is as follows: (1) 
file a protest to the Revenue Agent 
in Charge; (2) hold a conference 
with the Revenue Agents. If you 
cannot agree, (3) request that the 
case be transferred to the Technical 
Staff for a further conference. This 
last-mentioned conference can be 
held either before or after the issu- 
ance of the 90-day deficiency letter 
which places the case within the 
jurisdiction of the Board of Tax 


Appeals. Of course, if you cannot 
arrive at a settlement with the Tech- 
nical Staff you can still file a petition 
with the Board of Tax Appeals 
within 90 days from the date of the 
deficiency letter, and go to trial. 


Delegation of Authority to Settle 
Cases 

The Technical Staff has real au- 
thority to settle cases and they do 
settle them. Like the British ad- 
ministrators, they are men of high 
caliber, long experience, and with a 
judicial viewpoint. They do not 
have to build up a flawless record to 
support their decisions. This was 
the complaint made by taxpayers 
against local administrators hereto- 
fore. The decisions of such local 
administrators were, under the old 
procedure, subject to review by 
Washington, and it seems there was 
always a fear on their part that they 
would be reversed. In many cases, 
therefore, they resolved all doubts 
against the taxpayer unless he had 
almost 100 per cent case. 

Roswell Magill, former Under- 
secretary of the Treasury, in a recent 
article,® says, 


I shall be greatly disappointed if the 
new procedure does not prove to be the 
most far-reaching and successful reform 
that has been instituted in the bureau in 
many years. 


The new procedure should enable 
the taxpayer to get his liability de- 
(Concluded on page 26) 


* Federal Tax Administration, Journal 
of Accountancy, November, 1938. 
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An Assignment in Historic Cyprus 


By ArtHUR H. CHEETHAM 
(London Office) 


Of our London Office assign- 
ments which involve travelling in 
and beyond Europe the most inter- 
esting one recently, for which we 
are indebted to the Los Angeles 
Office, was undertaken in Cyprus. 
This island, measuring approxi- 
mately 140 by 40 miles, is the largest 
in the Eastern Mediterranean. Not 
far to the North lies the mainland of 
Turkey, while to the East is the coast 
of Syria and Palestine. It is a 
placid, semi-tropical land of orange 
groves and olive trees, of slow-mov- 
ing camels and tapering minarets— 
the whole dominated by pine clad 
Olympus, home of Zeus and all the 
Greek gods. In 1878 Cyprus was 
ceded to Britain as a result of a treaty 
with Turkey, and in 1925 it became 
a Crown Colony under a Governor 
who contrives to make Christians 
and Mohammedans, Greeks, Turks 
and British, live together in peace. 

The archaeologist finds Cyprus a 
rich quarry for ancient treasures 
which are, for the most part, safely 
housed in the Nicosia Museum. The 
Phoenicians traded assiduously with 
her in copper—indeed “Cyprus” 
means “copper.” The mighty em- 
pires which rose and fell in the far 
centuries B.C. all seized her in turn 
—Persians, Egyptians, Greeks and 
Romans—but only Greek and Ro- 


man architecture survives suffi- 
ciently to stimulate the imagination 
of the unscholarly tourist. There 
is aruined temple to Aphrodite, God- 
dess of Love, who, the Greeks be- 
lieved, rose from the sea-foam off 
the blue bay of Paphos, and at Soli 
a Roman theatre bears sad witness 
to the departed greatness of a large 
colonial city. 

About 45 A.D. St. Paul, as 
recorded in the Acts of the Apostles, 
stepped ashore at Salamis with Bar- 
nabas, for whom it meant home and 
friends and later martyrdom. Paul 
stayed long enough in the busy port 
to found a Christian community, 
then journeyed across the island to 
set sail for Attalia in Asia Minor. 
Today all that remains of gay 
Salamis is a row of broken pillars 
and the softly blowing grass, loyally 
keeping secrets which the archaeol- 
ogists have not the money to reveal. 

Cyprus was an inevitable port of 
call for the Crusaders’ fleets in the 
Middle Ages on their way to wrest 
the Holy Land from the hated 
Saracen. Here, after storms at sea, 
King Richard of England, Coeur 
de Lion, was married in 1191 to the 
beautiful Berengaria of Navarre. 
In the leisurely manner of mediaeval 
campaigning he quartered his 
knights and men in Cyprus for the 
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winter and spent his honeymoon in 
the Castle of St. Hilarion, near 
Kyrenia, the ruins of which still exist 
on the peak of a most dramatic 
mountain. 

From the twelfth to the fifteenth 
century Cyprus had an eventful his- 
tory under the rule of the Lusignan 
family, famed for the splendour and 
culture of their Court, which derived 
much in magnificence from the 
glorious republic of Venice. It will 
be remembered that the Venetian 
Desdemona was murdered “‘at a sea- 
port in Cyprus” by Othello the Moor, 
and the island, then at the height of 
her fame, must have meant more 
than vague distant Cathay to Shake- 
speare : but the loss of the Doge’s sea 
power gave the Turks their chance, 
and they took and held Cyprus until 
their own decline led to its cession in 
1878 to Great Britain. 

Our assignment took us to 
Skouriotissa, the site of copper 
mines which are said to be the old- 
est in the Eastern Hemisphere. At 
Mathiati, some miles away, a vase 
of the Middle Bronze Age (about 
2500-2000 B.C.) was found in one 
of the upper workings. As there are 
as yet no other indications of this 
period it cannot be stated conclu- 
sively that mining was carried on 
then, but it is very possible that this 
was the case. The mines were, how- 
ever, worked by Phoenicians, by 
Herod the Great and by the Romans, 
but lay silent and deserted for 1,800 
years until their re-discovery by an 
American engineer in 1912. It was 


found that Roman timber had been 
preserved by the acid water which 
flooded the mine when the Roman 
galleys sailed away, with the result 
that the copper in copper sulphate 
solution became impregnated into 
the wood, producing a sparkling 
effect which is found nowhere else 
in the world. An unsolved mystery 
is how the Romans repelled the water 
during their time of ownership, as 
no traces of pumps have been dis- 
covered, but in all probability they 
conducted extensive bailing opera- 
tions with slave labour. 

I am indebted to Mr. J. L. Bruce 
(the Resident Director of Cyprus 
Mines Corporation) for permission 
to quote the following note from the 
chapter he contributed to the record 
of The Swedish Cyprus Expedition 
published in 1937 : 


The most striking evidences of ancient 
mining operations in Cyprus are the 
large slag heaps, consisting of the refuse 
from smelting operations which were 
conducted on relatively large scale at 
four principal localities and on smaller 
scale at 30 or 40 other places on the 
island. 

The ancient slag heaps at Skouriotissa 
and Mavrovouni are estimated at more 
than two million tons and there is at 
least as much scattered over the island 
at other smelting sites. 

These slags may be generally classed 
into two categories, the oldest of which 
is assumed to have been produced by 
predecessors of the Romans. These are 
distinguished from the later slags by 
their reddish-brown colour, higher iron 
content and more advanced stage of de- 
composition. Their location and size, 
as well as their appearance and state of 
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decomposition support that they are 
older than the Roman slags, which are 
dark-brown approaching black, lower in 
iron content and very much less altered 
by their long exposure to weathering 
and oxidizing influences. Many pieces 
are hard, compact and apparently almost 
unaltered since time of production. 


In addition to many other indi- 
cations of ancient mining activity, 
an inclined stairway into the ore 
body, one hundred and sixty feet 
long, was found as well as two sets 
of timbers, thus showing that under- 
ground mining succeeded open cast 
methods. Roman mining technique 
would seem to have differed very 
little from that of today. 

The tourist industry is little de- 
veloped but the stray visitors who 
are wise enough to come are deeply 
impressed, particularly if they travel 
along the surprisingly winding roads 
by car. The Turkish authorities, 
who instituted the road system, did 
not consider it necessary to improve 
on the serpentine course of the exist- 
ing mule tracks, and furthermore 
insisted that all bridges should be at 
right angles to rivers and streams. 
Efforts are now being made to 
straighten out some of the more out- 
rageous bends but, as always, lack 
of public funds restricts the amount 
of work which can be done. 


As to climate, a wet season from 
January to March is followed by 
eight months of cloudless blue sky 
in the plains. Temperature during 
a day in July may rise to 105 degrees 
but does not fall to any great extent 
at night, the average difference dur- 
ing the hottest months being less 
than 10 degrees. Humidity, though 
at times varying considerably, can 
make summer days somewhat un- 
pleasant. 

On the whole Cyprus is a healthy 
island, but it is essential to take pre- 
cautions against infectious Medi- 
terranean diseases. As a result of 
preventive measures by the Health 
Officials, ably assisted by the Mine 
Doctors, malaria and meningitis are 
being successfully combated and the 
tiresome little sand fly, with its irri- 
tating bite, will doubtless be van- 
quished soon, though he is putting 
up a gallant resistance to disarma- 
ment. 

Whilst Cyprus has been called, 
with uncomfortable accuracy, the 
Cinderella of the Empire (and that 
not solely because she lies off the 
regular liner routes) a visitor, with 
even a brief time at his disposal, can- 
not fail to be enchanted by the nat- 
ural beauty and interest of all there 
is to be seen. 
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Thirty-first Annual Conference 
on Taxation 


By E. E. WAKEFIELD 
(Boston Office) 


The subjects on the program and 
the papers and discussions in the 
conference, held in Detroit, Michi- 
gan, on October 24-28, 1938, 
brought to the front two questions 
which are going to be of more and 
more importance in tax legislation: 


First, to what extent, if any, should 
tax laws be used for regulation or re- 
form of social and economic conditions ? 

Second, will the states find it increas- 
ingly necessary to have arrangements 
with the federal government under 
which, in some form, taxes are collected 
by the federal government and shared 
with the states ? 


The report to the conference by 
the Committee of the National Tax 
Association on Federal Taxation of 
Corporations brought out sharply 
the first question as to regulation of 
business through taxation. The 
committee in its report examined the 
history of taxation of corporations 
in this country under the various fed- 
eral laws. It is evident that in this 
legislation two broad theories have 
been adopted at different times. The 
first is the conception of the corpora- 
tion merely as a representative of 
the stockholders who are the actual 
taxpayers. The second is the treat- 
ment of the corporation as a separate 


entity with privileges of its own ex- 
tended to it by the government on 
account of which it may properly be 
taxed, as an entity, without neces- 
sary regard to the effect on the stock- 
holders. 

The theory of the undistributed 
profits tax suggested by the Presi- 
dent prior to the passage of the 1936 
law was the first theory, namely, that 
the stockholders should be the real 
taxpayers and the corporation should 
be regarded only as the conduit for 
transmission of the taxable income 
to the stockholders. However, in 
fact because of wide protest against 
the heavy penalties for failure to 
distribute income, and because of the 
necessity for increased revenue, the 
law as passed followed neither 
theory. It did not make the penal- 
ties for failure to distribute income 
so great as certainly to force dis- 
tributions, and it did not relieve 
corporations of the various other 
taxes, such as the normal income tax, 
the capital stock tax and the excess- 
profits tax. Obviously, it was un- 
satisfactory both to the administra- 
tion and to Congress and as a result 
the 1938 law went a long way toward 
abolishing the undistributed profits 
tax idea, but did not completely 
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eliminate it. This leaves open for 
consideration the broad question as 
to the theory of treatment of cor- 
porations for tax purposes and the 
extent to which penalty taxes may be 
imposed on them in order to force 
distribution of earnings and in order 
to discourage the existence of large 
and complicated corporate struc- 
tures in business. 

The report of the committee was 
only a preliminary report to be fol- 
lowed next year by a further report 
in which some conclusion may be 
reached as to a broad theory of taxa- 
tion of corporations. From the dis- 
cussion at the meeting this year it 
was not clear whether the regula- 
tory idea will be accepted as either 
proper or a necessity of the times, or 
whether the simple idea of taxation 
of corporations merely for revenue 
and without regulatory purpose will 
be finally approved by the Tax Con- 
ference. 

Discussion of allocation of income 
for state taxes on corporations oper- 
ating throughout the country, dis- 
cussion of state and federal death 
taxes, state and federal gift taxes 
(there being now six states which 
impose gift taxes), and discussion 
of the possible necessity for further 
extension of the sales tax, all raised 
the question whether the states will 
not have to come to some arrange- 
ment with the federal government 
to preserve the revenues of the states 
which have been so largely cut into 
in recent years by new federal legis- 
lation. The credit for state inheri- 


tance and estate taxes against the 
federal estate tax which puts all the 
states in the same position as to the 
part of total death taxes which they 
may receive suggests the possibility 
of similar arrangements as to gift 
taxes, and possibly other taxes. 

The greatly increased needs of the 
states for revenue to take care of 
welfare and unemployment costs, 
and the inability of some states to 
meet these needs without substantial 
federal assistance, further compli- 
cate the situation as to use of differ- 
ent tax sources by the federal gov- 
ernment and the states. It may well 
be that, unless conditions soon be- 
come more favorable, the states will 
have to accept some scheme under 
which further sources of revenue are 
taken over by the federal govern- 
ment and the proceeds either shared 
with the states or granted to the 
states. This would raise further 
complications as to independence of 
the states, or domination and regula- 
tion of state activities by the federal 
government. 

The broad question is closely tied 
in with the question considered in 
previous paragraphs of this report 
as to the use of taxation for regula- 
tion and reform. It is evident from 
hearing the views of a group of men 
from so widely separated parts of 
the country that there is yet no clear 
indication whether the recent trend 
towards greater federal control, 
through taxation and otherwise, will 
continue or will run itself out 
through a revival of greater state 
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responsibility for welfare and other 
social problems of the country. 

Various other matters discussed 
at the conference are briefly sum- 
marized as follows: 

Consideration of recent U. S. 
Supreme Court decisions indicates a 
broadening of the interpretation of 
the commerce clause of the Consti- 
tution to put less restriction on the 
rights of states to tax transactions 
which are to some extent related to 
interstate commerce. 

The doctrine that the situs of in- 
tangible property is at the domicile 
of the owner appears to be aban- 
doned, except to a limited extent with 
reference to the right of states to im- 
pose inheritance taxes on intangibles 
of non-resident decedents. The 
question was raised whether the posi- 
tion taken by the Supreme Court on 
this point some years ago was still 
considered by it controlling as to 
treatment of intangibles for other 
purposes, for example, as to the 
right of various states to tax intan- 
gibles of a business regardless of the 
home state of the corporation own- 
ing them. 

An interesting proposal was made 
by John P. Wenchel, Chief Counsel 
of the Bureau of Internal Revenue, 
as to direct legislation by Congress 
imposing federal income tax on what 
has generally been considered non- 
taxable income in the form of inter- 
est on state and municipal securities 
and compensation of state officers 
and employees. The theory to be 
tested through the Supreme Court 


on such legislation would be that the 
Sixteenth Amendment giving Con- 
gress “power to lay and collect taxes 
on incomes, from whatever source 
derived,” itself already gives rights 
broad enough to include so-called 
non-taxable income. It is argued 
that it would be superfluous to amend 
the Constitution specifically to make 
the so-called non-taxable income tax- 
able because no language could be 
any more inclusive than ‘“‘from what- 
ever source derived.’ On the other 
hand the view was expressed by stu- 
dents of the Constitution that such 
interpretation was never intended 
and that the only proper solution of 
the matter is by amendment of the 
Constitution which might at the 
same time cover both the right of 
the federal government to tax inter- 
est on state bonds and compensation 
of state officers and employees and 
the right of the states to tax interest 
on federal bonds and compensation 
of federal officers and employees. 
Mr. Robert N. Miller, who was, 
some years ago, Solicitor of Internal 
Revenue, and who has in recent years 
been very active as Chairman of the 
Committee on Federal Taxation of 
the American Bar Association, 
urged upon the conference the im- 
portance of the maintenance by the 
federal government of the goodwill 
of the taxpaying public. He stated 
that he believed that the response of 
American citizens to the tax require- 
ments of the federal government 
had been an extraordinary phe- 
nomenon, indicating the willingness 
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of most citizens of the country to pay 
on their own initiative, through tax 
returns and otherwise, the taxes re- 
quired under the various laws. His 
thought is that unless there is a full 
realization of the value of this will- 
ingness of taxpayers voluntarily to 
respond to the requirements of the 
government and unless limitations 
are put on the extent and nature of 
government exactions, the goodwill 
of the tax-paying public may be lost 
and the revenue seriously affected. 
The Committee of the National 
Tax Association on the Allocation 
of Income among the States for 
Taxation made a preliminary report 
in which it suggested that several 
formulae should be adopted by each 
state to be applied to different kinds 
of business. The thought is that a 
common formula, such as that used 
in Massachusetts, based on tangible 
property, sales and payroll, may be 
adequate for industrial and mercan- 
tile businesses but it is not necessarily 
adequate for service lines of busi- 
ness, financial business and various 
other lines which operate in more 
than one state. The committee is to 
make further study for the purpose 
of definite proposals in a later report. 
The Committee of the National 
Tax Association on Taxation of 
Capital Gains also rendered a pre- 
liminary report. An interesting, but 
to the writer too complicated, new 
scheme for taxing capital gains was 
tentatively suggested. The idea is to 
divide all capital gains into five 
classes according to the period the 


property was held; for one year, for 
two years, for three years, for four 
years, and for five or more years. 
The gain in each class would be 
divided by the number representing 
the years held. The gain thus ascer- 
tained on assets held one year or less 
would be added to the taxable in- 
come of the current year. How- 
ever, the gain on assets held more 
than one year but not more than two 
years would be assigned to the last 
previous taxable year and a new tax 
for that year would be computed, in 
effect as an additional tax for the 
previous year, but payable, without 
interest, on the return for the cur- 
rent year. In the same manner the 
gains or losses on assets held for two 
to three years, three to four years 
and more than four years would be 
applied backwards in adjustment of 
the income of previous years. 

At one of the meetings there was 
a very interesting discussion of the 
extent to which books of account 
should be made to conform to the 
figures required for income tax pur- 
poses. It seemed to be the generally 
accepted opinion that legislation in 
revenue laws will not, at least in the 
near future, permit the use for in- 
come tax purposes of income deter- 
mined substantially ‘in accord with 
the usual accounting and financial 
procedure, in spite of the fact that 
all the recent revenue laws contain 
language which on the face of it 
permits such procedure. It, there- 
fore, seems probable that there will 
continue to be differences between 
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book income and taxable income. 
The question was raised whether for 
the purpose of a proper record in the 
regular books of account, and in 
order that the tax effect should not 
be overlooked, the accounts should 
be modified to recognize the tax re- 
quirements. For example, should 
an asset, which has been marked 
down in the accounts but for which 
the original cost remains the tax 
basis, be carried, in some form, in 
the accounts at the original figure? 
This, of course, can be done by not 
changing the cost, but merely setting 
up a reserve against the asset. It 
was suggested correspondingly that 
if the tax basis of the asset is less 
than the book basis, the asset might 
be carried in two parts in the ac- 
counts, one representing the tax basis 
and the other the additional book 
amount. 

It was, however, the prevailing 





aS 


opinion that it is ordinarily better 
not to try to make the books of ac- 
count conform to tax procedure. 
Very large companies, as indicated 
by their representatives at the con- 
ference, may even have to go so far 
as to keep a separate set of books for 
tax purposes, with reconciliations to 
the general books. Other companies 
may find it sufficient to keep perma- 
nent tax working papers showing 
the differences in treatment for tax 
purposes, with reconciliations. The 
main point brought out was that 
somebody, either the general em- 
ployees of the taxpayer, its tax de- 
partment or, in some cases, outside 
accountants of the taxpayer, must 
at all times keep in available form 
records of the difference between 
book treatment and tax treatment of 
items which may sometimes run on 
for ten, twenty or more years before 
the need for separate records ceases. 
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Viva, Mexico! 


San Francisco, 
December 1, 1938. 
DEAR OSCAR: 

I’m back from Mexico. So I 
suppose you'll light a Murad just to 
be nonchalant and ask “So what?” 
Oscar, it might not mean a thing to 
you but it means a lot to me to get a 
toe hold back in the good old U.S. A. 
after having been taken for a ride 
south of the Rio Grande, down to 
the land of the peso and the cactus. 

When I signed on with L. R. B. 
& M. back in 1924 nobody asked me 
could I ride a “mewel,”’ was I a good 
aviator, or could I live on beans and 
chile. The correspondence courses 
in accounting didn’t even mention 
these accomplishments, but I found 
that they are a necessary and integral 
part of auditing Mexican gold mines. 

Along about the middle of Octo- 
ber my boss, Mr. Keast, inquired of 
me how was my Spanish, since a 
company which has mines in Du- 
rango and Sinaloa, needed an audit 
and a system. You remember, 
Oscar, that I did quite a long stretch 
in Cuba and Central America in the 
banana, cattle and sugar business, so 
I opined to Mr. Keast that I could 
get by with the language. 

Almost before I knew it I found 
myself in the Los Angeles airport, 
with an able-bodied assistant from 
our Los Angeles office, waiting to 
take the three A. M. Pan American 


plane that was to whisk us down to 
Old Mexico. 

The flight to Mazatlan, a matter 
of eight hours, wasn’t very exciting, 
since the plane was in a fog most of 
the time. Mazatlan is a rather tropi- 
cal seaport on the Mexican west coast 
just opposite the southern tip of 
Lower California. It is on a penin- 
sula. On one side is a broad beach 
fringed with tall, graceful cocoanut 
palms. On the other side is a wide 
boulevard edging the sea. We 
stayed at the Hotel Belmar, which 
faces the ocean. I took a trip around 
town in a rickety little two-wheeled 
cart, driven by an ebony colored, 
well fed Mexican and powered by a 
thin, loose-jointed “‘caballito” (small 
horse) called Napoleon. 

Monday morning we went to the 
airport to take the plane to the mine, 
which is situated in the Sierra 
Madre range some _ seventy-five 
miles north of Mazatlan. When I 
saw the plane in which we were to 
hop the mountains I wondered 
whether I had really done right by 
myself when I went in for public ac- 
counting. It was a wheezy single- 


motored flying contraption, with an 
open cockpit forward for two pas- 
sengers and a rear one for the pilot. 
The motor sounded a bit ratty on the 
warm-up, so a couple of boys about 
fourteen years old adjusted it with a 
With 


pliers and a screw driver. 
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considerable misgivings we crawled 
into the forward cockpit, with the 
motor practically in our laps. I had 
a sort of choky feeling about it all 
as if something was coming up in my 
neck, but when the plane got off the 
ground and we found that it really 
would fly, we thought we might have 
a 50-50 chance. 

There are no emergency landing 
fields between Mazatlan and the 
mine. You just sit tight and hope 
the motor doesn’t get neuritis. The 
landing field at the mine consists of 
a shelf hewed out of a cliff. You 
fly in through a narrow canyon, 
make a sharp right bank and sort of 
side slip to a landing. If you don’t 
make it the first time it’s just too 
bad, because you don’t get a 
second chance. The pilot watches 
the landing space carefully, gives the 
motor a bit more gas if the plane is 
too low, cuts her off, and on and off, 
and finally comes to a stop with 
squealing brakes and, glory be, 
Oscar, you’ve made it! I’m told they 
brought about eight pilots out there 
to show them the set-up before they 
could get one to take the job. 

The mules were waiting to take 
us to the mine, along a high trail and 
across swaying rope bridges that 
caused me mental anguish, but we 
finally reached the mine. The town 
is just a steep hill with the buildings 
parked on shelves chiseled out of the 
rock. You get from the office to the 
boarding house by climbing ladders. 

They work two mine shifts of 
eighty men to a shift, but only one 


mill shift. The ore is hauled out of 
the mine in small dump cars pulled 
by an electric locomotive. The gold 
and silver are liquified and then 
smelted into bars of about ninety-six 
pounds each, containing about one 
part gold to twenty parts of silver. 
This bullion is shipped to a refinery 
near Mexico City where the bars 
are weighed, assayed and refined. 

A few days after I arrived at the 
mine I went to Mexico City with the 
manager to try to work out a better 
selling and banking arrangement. 
After finishing up our business in 
Mexico City, we flew via Pan Ameri- 
can back to Mazatlan, where we 
found that the sway-backed plane 
that was flying between Mazatlan 
and the mine had cracked up and 
was no more. So we took another 
plane, about as mangy as the other 
one, that flew between Mazatlan and 
a “landing field” situated about a 
mule ride from the mine, said mule 
ride consuming some five hours 
along a narrow trail overhanging a 
deep canyon. You jog along this 
trail with your left foot dangling 
over six hundred feet of space 
straight down to the river, hoping 
the mule doesn’t break his leg. Then 
you branch off at La Puerta and go 
up the Arroyo San Vicente, hurdling 
boulders and fording the stream. 
Believe me, Oscar, it was tough go- 
ing. 

We had to return several days 
later via the same route. Left the 
mine Saturday morning and arrived 
(Concluded on page 22) 
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The Cure for Low Incomes 


During the post-war boom there 
was very little discussion of the sub- 
ject indicated by the title of this edi- 
torial. In the hectic business and 
financial atmosphere which then pre- 
vailed, it seemed that we were mak- 
ing such splendid economic progress 
that if any low incomes remained in 
the country, it was the fault of those 
who were receiving them. The poli- 


ticians were so imbued with the pre- 
vailing optimism that they talked 
glibly about two chickens in every 
pot and two cars in every garage. 
As is so often the case, the change 
in conditions brought about by the 
inevitable reaction from unsound ex- 
pansion, and by the depression re- 
sulting from the economic disorgan- 
ization brought on by the World 
War, has apparently caused many 
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people to wonder whether incomes 
generally can be brought up to a 
generally satisfactory standard. 

There has been a great deal of 
political tinkering in an effort to 
eliminate unemployment and a great 
deal of loose talk about redistribut- 
ing wealth and thus bringing up the 
submerged third. The prevailing 
ideal of economic policy appears to 
be one of scarcity and stagnation 
rather than one of increasing pro- 
duction so as to utilize our potential 
plenty and to make satisfactory dis- 
tribution of it. 

In view of the foregoing, the 
writer found it refreshing to read a 
recent newspaper advertisement by 
the Bank of New York, which bore 
the caption of The Cure for Low In- 
comes. It seemed so sound, and to 
embody a philosophy which needs to 
become a guide to our thinking to a 
greater extent than has been recog- 
nized in recent years, that it is repro- 
duced below : 

“A steady flow of new capital into 
private business since 1900 was ac- 
companied by production gains that 
tripled the per capita income of the 
country. This represented the great- 
est improvement in living standards 
ever accomplished by any people in 
so short a time. But despite such 


economic progress, the incomes of 
millions of families are still insuffi- 
cient to provide them with a suitable 
standard of living. 

“The cure for low incomes is to 
increase the total national income, 
so that there will be more to divide. 


This can be accomplished only 
through an increase in the volume of 
the country’s total production. The 
more we produce, the more there is 
for everyone to share. 

“The national income in our most 
prosperous year to date amounted to 
only $665 per capita. This should 
make it obvious that mere redistri- 
bution of our present national in- 
come is not the answer to the prob- 
lem. A Government economist has 
estimated that production 55% in 
excess of 1929 levels would be neces- 
sary to raise the incomes of all 
American workers to a minimum of 
$200 a month. 

“We need a level of production 
substantially higher than anything 
yet achieved. Production processes 
must be improved, and new products 
created. This means that new capi- 
tal must be invested. 

“The free flow of capital into pri- 
vate business and elimination of re- 
strictions on production are the con- 
ditions necessary for further income 
progress.” 





Accounting Conscious 

Some time ago the writer called 
attention to various references to ac- 
countants and accounting, in news- 
papers and elsewhere, which indi- 
cated a growing appreciation of the 
importance of accounting in the com- 
plex business and financial world of 
today. 

An indication of the importance 
which a college president attaches to 
sound accounting methods came to 
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the writer’s attention recently while 
browsing through the Saturday 
Evening Post. President Robert 
M. Hutchins, of the University of 
Chicago, included the following 
paragraph in an article in which he 
expressed himself rather vigorously 
on the subject of over emphasis on 
college athletics : 


President Wilkins’ investigation of 
the colleges raises an interesting ques- 
tion. If most of the colleges lose money 
at football, is it not likely that most of 
the universities, with their proportion- 
ately heavy expense, are also playing a 
losing game? I know of only one uni- 
versity that ever claimed to have built 
a laboratory out of excess gate receipts, 
but many of our larger institutions claim 
that football finances their so-called 
minor sports. Perhaps it does in a few 
universities and in the years of their 
great teams. But I should like to see a 
study made of the universities along the 
lines of President Wilkins’ investigation 
of the colleges; and J might suggest to 
those who make the study that they scru- 
tinize the accounting methods of some of 
our educators to see if they are charging 
up coaches and even trainers as “profes- 
sors,” the purchase of players to “con- 
tingent expense,’ and the debt on the 
stadium to “real estate.” (Italics sup- 
plied. ) 


Another paragraph read in part 
as follows: 


... In many American colleges it is 
possible for a boy to win twelve letters 
without learning how to write one. I 
need only suggest that you conjure up 
the name of the greatest college football 
star of fifteen years ago and ask your- 
self, “Where is he now?” Many of his 
contemporaries who made no ninety- 
yard runs enjoy at least as good health 


as our hero and considerably more es- 
teem. The cheers that rock the stadium 
have a rapid depreciation rate. (Italics 
supplied. ) 

The portions of President Hutch- 
ins’ comments which are italicized in 
the above quotations seem to indi- 
cate he has an understanding of ac- 
counts and a natural auditing sense. 
Perhaps he would have made an even 
greater accountant than the distin- 
guished college president he is! 





Chinese Auditing 

Our industrious correspondent in 
China, Mr. Emil S. Fischer, has re- 
cently sent Colonel Montgomery and 
Mr. Staub a publication in Chinese, 
the title of which, when literally 
translated, reads “Instructions on 
Audits to Investigate (or Protect ).” 

The work is in two parts, with a 
total of 670 pages. Fortunately for 
Colonel Montgomery and Mr. Staub 
who, regardless of whatever other 
qualifications they may have, do not 
claim to be able to read Chinese, the 
author on the concluding page gave 
a bibliography in English of works 
to which he had referred, or trans- 
lated extracts from which he had in- 
cluded, in his book. Auditing Prin- 
ciples, of which Colonel Montgom- 
ery and Mr. Staub were co-authors, 
is included in this bibliography. On 
another page the names of Messrs. 
Montgomery and Staub and the 
title Auditing Principles are given 
in English, together with Chinese 
characters which evidently stand for 
their names and the title of the book. 
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N otes 


Mr. Ross has been appointed 
Chairman of the Committees on 
Education of both the Pennsylvania 
Institute of Certified Public Ac- 
countants and the Philadelphia 
Chapter of the Institute. These 
Committees are giving particular 
consideration to the following: 


1. The inclusion of sufficient courses 
in the evening schools of the colleges and 
universities in the vicinity of Phila- 
delphia to enable candidates for C. P. A. 
examinations to obtain college degrees 
by attendance at such evening schools. 

2. The study of the curricula of the 
colleges and universities of the Phila- 
delphia area which are offering courses 
of study in accountancy, with a view to 
recommending such changes in the cur- 
ricula and in the individual courses as 
may appear desirable to the Committee 
in the light of past experience with grad- 
uates of those colleges and universities. 


Mr. Lenhart is a member of the 
Special Committee on Inventories of 
the American Institute of Account- 
ants which rendered a report pub- 
lished in the October issue of The 
Certified Public Accountant. 


The Rockford Chapter of the 
N.A.C.A. is sponsoring a weekly 
course of instruction upon the 1938 
Revenue Act. Among the ten 
instructors for the meeting are 


Messrs. Conrad, Wood and Myers 
of our Rockford office. 


Mr. Paul L. Scott, who was a 
member of our San Francisco office 
staff for many years, recently re- 
signed to become regional account- 
ant of the California Division of 
Borden’s Dairy Delivery Company. 
This appointment was the outgrowth 
of his long period of work with ac- 
counting in the dairy industry while 
a member of our staff. 


The following have been admitted 
to membership in the New York 
State Society of Certified Public Ac- 
countants : 


T. J. Cogan A. G. Smith 
D. G. Colquhoun W. A. Swift 
E. O. Gerhardt J. McC. Viol 
J. K. Loughry J. S. Warner 
D. McCallum W. N. Yelverton 
H. J. Olson R. W. Yoder 


Philip Bardes, Edward J. Taylor 
and Lionel C. Wainewright have be- 
come members, and David LeRoy 
Evans, Jr., has become an associate, 
of the American Institute of Ac- 
countants. All of them are members 
of our New York staff. 


William Francis Cordner, son of 
John J. Cordner of our New York 
staff, has been elected Captain of 
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the 1939 football squad at Amherst. 
He has also been active in other col- 
lege athletics. 


Charles W. Plum passed the New 
York State C.P.A. examinations. 

George B. Talmage has been ad- 
mitted to membership in the New 
York Chapter of the National Asso- 
ciation of Cost Accountants. 


The L. R. B. & M. organization 
appears to be developing added inter- 
national aspects, as may be noted 
from the following news item 
which appeared in The Evening 
News of Glasgow, Scotland, of 
September 27, 1938: 


EXHIBITION NEWS 
Included in the thousands who visited 
the Exhibition today were: 
H. M. THE QUEEN 
“heir Royal Highnesses, 
Princess Elizabeth and 
Princess Margaret Rose 
David Hardie 
Erskine Lakes, New Jersey, U.S. A. 
Mr. and Mrs. G. H. Clark, London 
Mrs. R. E. Collins, Hunter’s Quay 


Mr. Hardie, of our New York 
staff, explains that it was merely a 
“happenstance” that, while he was at 
the exhibition in Glasgow during 
his recent visit to the old country, 
his name followed immediately after 
those of the Queen and her daugh- 
ters in the newspaper. We prefer 
to think it was but deserved recog- 
nition of his visit. 





Viva, Mexico! 
(Continued from page 17) 

at Tayoltita about one in the Pp. M. 
The doors in the hotel had no locks 
so we piled chairs against them so 
we would know if any one tried to 
enter during the night. About one 
o’clock in the morning I heard the 
chairs move slightly, so I called, 
“Quien es?” and came the answer 
“Sereno de noche,” meaning the 
night watchman. I ran him out of 
there pronto and we tried to get 
some sleep, but several bands of wan- 
dering minstrels serenaded the town 
until after four o’clock. 

Sunday morning we flew to Ma- 
zatlan. The plane, which was an 
ancient Ford tri-motor, with a 
capacity of 2,000 pounds, was loaded 
to about 2,800, so again we held our 
breaths until we landed in Mazatlan. 

The flight to Los Angeles was 
something to remember. The 
weather was perfect and we could 
see across the gulf to Lower Cali- 
fornia, the Colorado River empty- 
ing into the gulf, the Salton Sea in 
southern California, Palm Springs, 
San Bernardino, Pasadena and fi- 
nally the Glendale airport. 

My first business when I got back 
to the U. S. A. was to throw a tooth 
over a New York cut with french 
fries and onions. With all respect 


for the generous courtesy shown us 
by our Mexican hosts, I had had 
enough tortillas and frijoles and 
chile to last me for some time. 

Your old pal, 


Jimmy Ecan. 
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Old Clocks’ 


By Marjorie K. HoLtMes 
(New York Office) 


As a child I was surrounded by 
old clocks. One of my father’s first 
jobs as a young man was with the 
Western Union, travelling about the 
country, repairing their clocks and 
keeping them in perfect running 
order. In those days each clock was 
an individual unit and had to be kept 
regulated, whereas today, as you 
know, all Western Union clocks are 
synchronized with a master clock so 
that they are all centrally controlled. 
It was on this job that father became 
interested in old clocks and picked 
up a great many of them in his 
travels, until he had quite a collec- 
tion. It was never any effort to 
learn the time in our home because 
there was at least one clock in each 
room—sometimes more than one. 
While I was too young to understand 
or appreciate this collection, they 
always held a strange fascination for 
me which, childlike, I never bothered 
to question. 

After father had outgrown his 
clock repairing job, he was sent 
down to Alabama to supervise the 
building of telegraph lines and, be- 
fore leaving home, was commis- 
sioned by my uncle to pick him up 
a grandfather clock while down 


* A talk given to a group of members of 
9 ere Traffic Club of Greater New 
fork. 


there. The one father brought back 
had been buried in a corn field dur- 
ing the Civil War to prevent it being 
burned by the enemy and had never 
been restored to its former elegance. 
It still contained the wooden works 
which “wooden” work. Uncle Jim 
took one look at it and decided that 
clock was not for him. Father was 
only too glad to keep it and after it 
had been refinished and put in work- 
ing order, and Uncle Jim saw its 
beautiful mahogany inlay, he wanted 
it but he never got it. 

This old grandfather clock stood 
in the front hall, the prize of all the 
clocks. It had a big, round, orange 
sun which arose in the morning and 
went down with the real sun at night. 
That sun was of far more interest 
and importance to me than the clock’s 
history, beauty or usefulness. It had 
a face on it, just as there is usually 
pictured a face on the moon, and 
when it came up in the morning, one 
eye would appear at first, as though 
it were peeking out to see if the 
coast were clear. 

Another very strange clock which 
stands out in my memory was a 
globe of the world on a metal stand, 
exactly like those used in the schools 
today with a map of the world on 
the globe, and above the globe a semi- 
circular dial with the hours and 
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minutes marked off from one to 
twelve, just as the inches are marked 
off on aruler. Then, there was an 
arrow, or hand, which travelled 
across the dial and as it crossed, indi- 
cating the hour and the minutes, the 
globe revolved on its axis, making 
one revolution in twenty-four hours, 
just as the earth makes its revolu- 
tions. Unfortunately, we don’t 
know what became of this clock as 
I’m told it would be a museum piece 
today. 

3ut the clock which aroused the 
most curiosity was our Victorian 
marble clock which never had to be 
wound. It was called an electric 
clock. It may sound like one of Rip- 
ley’s “believe it or not” stories when 
I tell you that as far back as I can re- 
member, we always had electric 
clocks in our home, even when we 
had no electric lights. Of course, 
they were a far cry from the present- 
day clocks which plug into a wall 
socket. We had this Victorian 
marble affair in the living room, so 
heavy it took two men to lift it. It 
was equipped with batteries and re- 
wound itself every hour by giving a 
funny little buzzing sound. My 
brother still has this clock and one 
day when my little four-year-old 
niece was having a tantrum, the clock 
rewound itself. She stopped and 
looked at it and said, ‘Mother, that 
clock laughed at me!’ From that 


time on she was always a very good 
little girl in that room because she 
was afraid the clock would laugh at 
her. 


Strangers sitting in the room 





when the rewinder went off invari- 
ably asked about the noise. 

One day | got to wondering what 
had become of all those clocks and 
thinking how much I would like to 
have one of them. My brother has 
the grandfather clock and the self- 
winding one and an old friend of the 
family has a little Gothic shelf-clock. 
I asked my cousin if he knew where 
any of them had gone and he told 
me there was one which father had 
given to him up in the attic. As I 
had given him an antique chair for 
his new home which was a family 
hand-down from a great uncle he 
readily agreed that I could have the 
clock. Naturally, the first thing I 
did upon arriving at home was to 
run up to the attic and bring it down. 
I was asked what did I want with 
that old thing—it was no good—in 
fact, the family at one time had con- 
sidered taking out the works and 
making a medicine chest of it but 
apparently they hadn’t considered it 
even good enough for that. 

Of course, its history will forever 
remain a secret as there is no way of 
knowing where it came from, but I 
naturally got to wondering about it 
and suspected that it was an old Seth 
Thomas, when one day shortly after 
that I happened to buy a New York 
Sun and in it was an article about Eli 
Terry and his clocks, with not only 
a complete description and the exact 
measurements of my clock but also 
a picture of it, exact in all details. 

You all know of Eli Terry and 
may have read more about him than 
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I have, but I want to give you a few 
of the more interesting points in that 
article. 

Eli Terry made his first clock in 
1792 at the age of twenty—the 
works were made of wood and the 
face was hammered from an old 
pewter kettle, then engraved and 
decorated with colored flowers. It 
had no case—just the works and 
face hung up on the wall. That clock 
today is still running and keeping 
perfect time. These first clocks were 
simply the face and the works hung 
up on the wall, and before he was 
twenty-one he had made several of 
them. He made two trips a year to 
the new country just across the Hud- 
son, taking with him four clocks at 
a time packed in his saddle bags, 
which he sold for $25 a piece. Often 
salt pork and produce were taken in 
exchange and he would return home 
as heavily laden as when he set out. 

Eli Terry did more for the clock 
industry in America than any other 
one man and obtained the first patent 
on a clock granted by the United 
States patent office. Soon he had 
two or three assistants and was mak- 
ing use of water power to run his 
saw, enabling him to start a dozen 
or more clocks at a time—an unheard 
of procedure at that time. He dis- 
covered that selling the clocks took 
too much time so he left that work 
to the Yankee peddlers who plied 
their trade up and down the land, 
while he installed new machinery 
and conceived the idea of making 
clocks by the thousands. 


In 1807 he began making clocks 
by machinery. When it was found 
that he had contracted to make in 
three years four thousand clock 
movements, his failure was pre- 
dicted. People called him crazy, 
said he would never live to complete 
the task, and if he did, he would 
never be able to dispose of that many 
clocks. They were to be made of 
wood, thirty hour, with dial and 
hands included to sell for $4 each. 
This was the beginning of his manu- 
facturing cheap clocks on a large 
scale. 

In 1808 the first 500 clocks made 
by machinery were started at one 
time, a larger number than had ever 
before been made at one time any- 
where in the world. Shortly after 
this he formed a partnership with 
Seth Thomas and Silas Hoadley 
under the name of Terry, Thomas & 
Hoadley, which lasted only a short 
time. 

In 1815 he perfected a wooden 
shelf clock called the “Pillar and 
Scroll Top Case” which he had been 
experimenting with for several years 
and on which he obtained a patent in 
1816. This patent was signed by 
James Madison as President and 
James Monroe as Secretary of State. 
It was this clock which established 
his fame and fortune and marked 
the transition from the old hang-up 
model to the model which stood on 
the shelf. As the escapement was 
outside rather than inside the works, 
it revolutionized the clock industry 
and Eli Terry sold to Seth Thomas 
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the right to manufacture this clock. 
The first year there were about 6,000 
of them made and as it is this model 
which I have, you can see that I still 
don’t know just how valuable my 
clock is. I asked a friend who is to 
refinish it for me to watch for marks 
or dates on it but as he never seems 
to get around to working on it, the 
poor clock is still relegated to the 
attic. Merely a transfer from one 
attic to another. 

These clocks sold in the south for 
$90 to $100 each and people regu- 
lated their watches by them. Copies 
of this model are made today by the 
Seth Thomas Clock Company. 

Girls and women were employed 
to paint the dials and windows of 
these clocks and this marked the 
beginning of factory employment 
for women in Connecticut. 

Eli Terry taught his son the busi- 
ness and Eli, Jr., apparently in- 
herited his father’s inventive genius 
for he made many improvements in 
clock mechanism and Terryville, 
Conn., was named in his honor. 

Most of the demand for Terry 
clocks came from the “South” and 


Eli, Jr., sometimes traveled as far 
south as Pennsylvania and Kentucky 
to sell them. This was before the 
days of railroads and it was not un- 
common to see eight or ten horse- 
drawn wagons travel south loaded 
with clocks. Most of them were 
wooden works but he occasionally 
made brass works which sold for 
several hundreds of dollars. 

Eli Terry died in Terryville in 
1852. It was through his far-sight- 
edness and ingenuity that clock mak- 
ing as an industry began. He was 
not only the first of the manufac- 
turers but he was the last of the 
Connecticut craftsmen. 


Simplification of Income Tax 
Law and Its Administration 
(Continued from page 7) 
termined at an early date, while the 
facts are fresh in  everyone’s 
memory, and by a body of men ex- 
perienced in dealing with such prob- 
lems with a maximum of common 
sense. The British do it, and they 
do it in this way. It would seem we 

should also be able to do it. 
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It Could Happen!’ 


A few years ago, I was working 
for a bank in a small city and part 
of my job at the time was running 
the ledger on correspondent bank 
deposit accounts, of which there were 
about twenty. The vice-president 
of this bank was also president of a 
two-man country bank, which was 
one of the twenty correspondents for 
which the larger bank held accounts. 

One day, the vice-president said 
to me that his son, who was in the 
smaller country bank, was leaving 
and he asked whether I should be 
willing to work in his country bank 
until a replacement could be found. 
He offered to arrange a leave of 
absence from the larger bank for 
me, and I accepted. 

The country bank was a two-man 
bank, the cashier and the assistant. 
If either one should be away, the 
other would have to do the entire 
clerical job, paying, receiving, post- 
ing the general and individual ledg- 
ers, attending to notes, collections, 
sending out cash letters, and lighting 
the fire in the stove to keep the lobby 
warm. Intermittently, I had the 
opportunity to work in the smaller 


*The incident described above was re- 
ported in the Bulletin of Robert Morris 
Associates as having been thus related to 
the office of the Associates by the person 
to whom it happened. 


bank from time to time, when either 
the cashier or his assistant would be 
away. 

In the smaller bank one Saturday, 
after taking in the deposits, paying, 
and doing the other odd jobs, I wrote 
up the usual cash letter to be sent for 
deposit with the larger bank and en- 
tered the amount on the general 
books of the smaller bank. On Mon- 
day, I was back with the larger bank, 
in whose mail of Monday was re- 
ceived the deposit of the smaller 
bank, which I had made out on 
Saturday. The deposit came to me 
for posting to the correspondent 
bank ledger in the larger bank. 

At the end of the month, when it 
came to making statements, I was in 
the larger bank and made up and 
mailed the statements for all cor- 
respondent banks. A day or two 
later, I was again in the country 
bank and reconciled the statements 
rendered by the correspondent banks 
with the general books of the smaller 
bank. Among these correspondent 
bank statements was the one I had 
made up in the larger bank, which 
included the deposits I had written 
up in the smaller bank for deposit 
with the larger one, and certain 
drafts which I had drawn against 
the account in the larger bank. 
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Tax Blanks for Fun’ 


A large downtown law firm sent 
over to the office of the Collector of 
Internal Revenue to ask for addi- 
tional income-tax blanks. The agent 
was told that he could not have them. 
He received instead a mimeographed 
sheet published by the Treasury De- 
partment, entitled ‘Press Release 
No. 101,” in which it was set forth 
that “because of very limited funds 
available for the printing of blank 
forms and regulations the Bureau of 
Internal Revenue has been com- 
pelled to discontinue furnishing this 
material for other than tax pur- 
poses.”” Then followed a statement, 
quoting Mr. Guy T. Helvering, 
Commissioner of Internal Revenue, 
to the effect that attorneys, account- 
ants, students, educational institu- 
tions and others desiring tax forms 
for work sheets or reference pur- 
poses could purchase them from the 
Government Printing Office. The 
scale of prices for various forms, 
with instructions, was listed at from 

2 a hundred to $3.75 a hundred. 

Well, it seems that the young mes- 
senger returned to his superiors and 
delivered this sad news. Some one 
in authority called up the collector’s 

*The above is reprinted from the edi- 
torial page of the New York Herald Trib- 
une, and will doubtless provoke a smile 


when read by the members of the 
L. R. B. & M. organization. 


office, delivered a short but meaning- 
ful lecture and soon obtained the as- 
surance that blanks would be forth- 
coming without the payment of any 
sum. Thus, the unhappy episode 
ended without great harm having 
been done. However, it raises a 
curious question. We had always 
regarded these tax forms as among 
the least appetizing of all the litera- 
ture in the whole history of human 
striving. They are dreary, repeti- 
tious, virtually without form or plot, 
devoid of any message except an in- 
escapable suggestion of despair, and, 
in any event, certainly not items to 
be sought by a collector of rare liter- 
ary items. Could it be that we were 
mistaken? Is it possible that thou- 
sands, or perhaps millions, of Ameri- 
cans desire these documents for 
“other than tax purposes’? Do 
bibliophiles garner them and frame 
them to hang on the walls of their 
studies? Or is it that they are used 
for starting fires? We confess be- 
wilderment. But it does seem 
strange that the government should 
go into the business of selling in- 
come-tax blanks. There is some- 


thing macabre and grisly about it, 
like selling a soul-tortured man a 
rope with which to hang himself. 
Such things should be given freely 
and gladly. 
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Union Bank Building 
Book Building 
Midland Building 
Carew Tower 
Heyburn Building 
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